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Status of Pronouncements of
Accounting Principles Board
To the Council of the
American Institute of Certified Public Accountants
Last October, at Minneapolis, the Executive Committee re­
ported to the Council as follows:
At two of these recent meetings of the Executive Committee, a 
major part of the time was devoted to considering what action 
might be recommended to Council to clarify the status of pro­
nouncements issued by the Accounting Principles Board. The dis­
cussions were prompted by a proposal from the Board, adopted 
by an eleven to eight vote, suggesting that the auditing standard 
on reporting and the Institute’s Code of Professional Ethics be 
amended as might be required to provide that in addition to the 
obligation to report departures from generally accepted accounting 
principles, members be obliged to report departures from opin­
ions of the Accounting Principles Board.
At its meeting in September, the Executive Committee de­
cided to recommend an alternative approach to establishing the 
force and effect of the Board’s pronouncements. It resolved to 
recommend to Council the adoption of a statement which in 
essence would declare that a pronouncement of the Board con­
stituted generally accepted accounting principles for purposes of 
expressing an opinion on financial statements unless and until 
rescinded by the Council. (Three members of the Executive 
Committee dissented.)
The Executive Committee recognized, however, that in a mat­
ter of such vital significance to the entire profession, Council 
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could not be expected to act without being furnished with ample 
background on the complex issues involved in the proposal and 
without being granted a full opportunity to consider and debate 
it. Consequently, the Executive Committee also decided to defer 
any request for action on the recommendation until the next 
spring meeting of Council. Prior to that meeting, a detailed de­
scription of the proposal will be provided to Council.
This special report provides the detailed description of the 
proposal which was promised in the paragraph quoted above.
The original proposal was approved last September by the 
1962-63 Executive Committee by a vote of nine to three. It did 
not include specific recommendations for implementation, nor 
at that time had there been an opportunity for review of the 
proposal by legal counsel.
The 1963-64 Executive Committee, which includes six mem­
bers who were not members when the original action was taken, 
has consulted counsel and has adopted, by a vote of eight to 
three, the recommendations for implementation of the proposal 
which are described in this special report.
Implementation of the proposal will require amendments of 
the Code of Ethics, the first standard of reporting as approved 
by the membership in 1948, the By-Laws, and the Charter Rules 
of the Accounting Principles Board, as well as resolutions of 
Council indicating how it intends to deal with Board pronounce­
ments.
Before presenting the specific amendments and resolutions 
recommended by the Executive Committee, it seems desirable 
to describe in general terms the effect of the proposal if it is 
adopted.
Effect of the Proposal
For convenience of expression, the words “effective pronounce­
ment,” or pronouncement which has become “effective,” will be 
used here to describe a pronouncement of the Accounting Prin­
ciples Board which has become effective in the manner de­
scribed below. In this connection, it should be noted that the 
Board may issue opinions not intended to be effective in this 
sense. These, of course, will have no greater authority than 
present opinions of the Board.
The essence of the proposal is this: that when a pronounce­
ment of the Accounting Principles Board has become effective, 
that pronouncement shall be considered as constituting the only 
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“generally accepted accounting principle” in the subject area 
covered for purposes of expressing an opinion on financial state­
ments, within the meaning of Rule 2.02(e) of the Code of Pro­
fessional Ethics and the first standard of reporting, as amended, 
unless and until the Council rescinds such pronouncement of 
the Board.
A pronouncement of the Board, designated by the Board as a 
pronouncement to be embraced by the amended Rule and stan­
dard, would become “effective” after eighteen months following 
its issue date, unless the Council acted in the meantime to ex­
tend the effective date, or to fix an earlier effective date, or to 
send the pronouncement back to the Board for further consid­
eration, or to rescind the pronouncement.
The effect of adoption of this proposal would be that a mem­
ber of the Institute, in expressing an opinion on financial state­
ments in which a material item was dealt with in a manner 
different from that recommended in a pronouncement of the 
Accounting Principles Board which had become effective, would 
be required in his report to “direct attention” to the fact that 
this item was not presented in accordance with generally ac­
cepted accounting principles.
If the client’s accounting treatment did not have other sub­
stantial authoritative support, the auditor would qualify his 
opinion, as under present practice.
If there were other substantial authoritative support for the 
accounting treatment, however, and if the auditor approved such 
treatment, the auditor would be free to state these facts and 
give an unqualified opinion on the fairness of presentation, pro­
vided that he stated in his report that the item in question was 
not presented in accordance with generally accepted accounting 
principles.
Management would not be required, under this proposal, to 
accept the Board’s pronouncements, nor would the auditor be 
required to follow them. However, the auditor would be required 
to direct attention to departures from effective pronouncements 
of the Board as not in accordance with generally accepted ac­
counting principles.
In dealing with items in financial statements on which the 
Accounting Principles Board had not yet made any pronounce­
ment, members would continue, as in the past, to rely on sub­
stantial authoritative support as evidence that such items were 
or were not presented in accordance with generally accepted 
accounting principles.
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The mere fact that financial statements conformed in all perti­
nent respects with effective pronouncements of the Board would 
not require a member to give an unqualified opinion that the 
statements were fairly presented, if, in his professional judgment, 
the circumstances were such that conformity with Board pro­
nouncements resulted in a misleading presentation. In other 
words, he could take an exception to the fairness of presentation 
even though the statements were presented in conformity with 
generally accepted accounting principles.
Financial statements may sometimes be required, under pro­
visions of a statute, ordinance, governmental regulation, order, 
ruling or opinion or private contract, to be presented in ac­
cordance with “generally accepted accounting principles.” In 
some circumstances, the meaning of “generally accepted account­
ing principles” in such legal context may be held to differ from 
the meaning which would otherwise prevail. Under the present 
proposal, a member could express an opinion that such financial 
statements were presented in accordance with “generally accept­
ed accounting principles,” if in his own judgment, or on the 
advice of legal counsel or other competent authority, the state­
ments conformed with “generally accepted accounting principles” 
within the meaning of that term as used in the applicable statute, 
governmental requirement, or contract; however, if this involved 
a departure from an effective pronouncement of the Accounting 
Principles Board, the auditor would be required to disclose such 
departure in his report and explain the meaning of “generally 
accepted” in the context of the particular case.
The provision that Council have power to rescind a pronounce­
ment of the Accounting Principles Board was adopted in the 
belief that there should be some procedure for appeal from de­
cisions of the Accounting Principles Board to a larger body fully 
representative of the membership.
Accounting Research Bulletins of the former Committee on 
Accounting Procedure and Opinions of the Accounting Principles 
Board issued prior to adoption of the recommendations in this 
special report will not become “effective pronouncements” of the 
Board unless reissued by the Board subsequent to the effective 
date of the amendments to Rule 2.02(e) of the Code of Profes­
sional Ethics, and the first standard of reporting recommended 
herein, and then only subject to the procedures set forth in the 
amendments to the Board’s Charter Rules also recommended 
herein.
The Accounting Principles Board would make it clear, by 
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appropriate notation on each pronouncement, that prior to its 
becoming effective members might, but would not be required 
to, treat the pronouncement as having the status of a generally 
accepted accounting principle; but that after its becoming effec­
tive members would be required to direct attention in their 
reports to departures from the pronouncement as departures 
from generally accepted accounting principles.
The Board would reissue each of its pronouncements as it 
became effective, in a form and with notation emphasizing the 
fact that members were thenceforth required to direct attention 
to departures from such pronouncement as departures from gen­
erally accepted accounting principles.
Historical Background
Underlying the present proposals are three considerations: 
(1) the origin and meaning of the phrase “generally accepted 
accounting principles,” (2) the Institute’s continuing efforts to 
determine appropriate practices and narrow the areas of differ­
ence and inconsistency in practice, and (3) the basis of authority 
of Institute pronouncements on accounting principles.
Generally Accepted Accounting Principles
The phrase “accepted accounting principles” was first given 
official status by the Institute in correspondence between the 
Institute and the New York Stock Exchange in 1932-34. It was as 
a result of this correspondence that the standard short form of 
auditor's report came into being, ultimately containing the words 
“fairly presented in accordance with generally accepted account­
ing principles.” This was a significant step forward at that time.
“Generally accepted accounting principles” up to this time 
have been considered to be principles which had substantial 
authoritative support in Institute pronouncements, SEC releases, 
requirements of stock exchanges, in the literature of the account­
ing profession, in established practices of the business commu­
nity, or in authoritative precedent.
Narrowing Areas of Difference
Since this broad concept permitted use of a variety of account­
ing principles, some of which seemed less desirable than others, 
the Institute embarked upon a program to narrow the areas of 
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difference in accounting principles underlying financial reports 
of corporations.
Accordingly, in 1938 the Institute established a research de­
partment and reorganized its Committee on Accounting Proce­
dure, which over a period of some twenty-two years issued fifty- 
one Accounting Research Bulletins recommending accounting 
principles or practices applicable in dealing with specific prob­
lems. These bulletins, with a few exceptions, have been influen­
tial in narrowing the areas of difference in financial reporting.
Many of the bulletins indicated that more than one accounting 
treatment of specific items, such as inventories, would be regard­
ed as generally accepted. The intention was not to achieve uni­
formity, but to encourage elimination of undesirable, or the least 
desirable, accounting principles or practices.
Twenty-five years later, as a result of the committee’s activities, 
it can be claimed that there is much less diversity in accounting 
principles and practices underlying corporate reports than pre­
viously. At the same time, it is recognized that considerable 
diversity still exists.
The committee became generally recognized as the single most 
authoritative source of opinion on generally accepted accounting 
principles. The financial community gradually came to accept 
the Institute committee’s leadership in this field, and to expect 
it to deal with problems which arise from time to time. The 
Securities and Exchange Commission also has indicated that its 
policy is intended to “support the development of accounting 
principles and methods of presentation by the profession but to 
leave the Commission free to obtain the information and dis­
closure contemplated by the securities laws and conformance 
with accounting principles which have gained general accept­
ance.”
Accordingly, the Institute is now a much more influential 
spokesman in the areas of accounting principles, reporting and 
financial statements, than it was when the Committee on Ac­
counting Procedure first approached its awesome task.
Authority of Institute Pronouncements
Up to now the authority of accounting research bulletins has 
rested upon their general acceptability, but those who departed 
from recommendations in the bulletins have had to assume the 
burden of justifying such departure. The Institute, however, has 
never set up specific yardsticks by which general acceptability 
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could be determined, nor specified in what manner departures 
from the bulletins should be justified by those who departed.
At the annual meeting of the Institute at New Orleans in 1957, 
Alvin R. Jennings, nominee for president of the Institute, in an 
address in which he recommended a new approach to the re­
search program, suggested, among other things, that bulletins 
based on adequate research and containing specific recommenda­
tions by the appropriate committee should be submitted to the 
Council of the Institute, and upon receiving approval of two- 
thirds of the members of the Council should be considered bind­
ing upon members of the Institute.
A Special Committee on Research Program was appointed to 
implement the recommendations in Mr. Jennings’ address. This 
committee, however, specifically rejected the suggestion that 
recommendations on accounting principles should be approved 
by the Council and thereafter should be binding on the members.
The present Accounting Principles Board and Accounting Re­
search Division were organized in 1959.
The Council adopted detailed rules of organization and proce­
dure, recommended by the special committee, to govern the 
work of the Board and the Division, commonly referred to as 
the Board’s “Charter,” which contains the following statement of 
objectives:
The general purpose of the Institute in the field of financial 
accounting should be to advance the written expression of what 
constitutes generally accepted accounting principles, for the guid­
ance of its members and of others. This means something more 
than a survey of existing practice. It means continuing effort to 
determine appropriate practice and to narrow the areas of differ­
ence and inconsistency in practice. In accomplishing this, reliance 
should be placed on persuasion rather than on compulsion. The 
Institute, however, can, and it should, take definite steps to lead 
in the thinking on unsettled and controversial issues.
The opinions issued by the new Board include the same nota­
tions as those in the bulletins of the former Committee on Ac­
counting Procedure to the effect that the authority of the opin­
ions rests upon their general acceptability, and that the burden 
of justifying departures from the Board’s recommendations must 
be assumed by those who adopt other practices.
The present position, therefore, is that the pronouncements of 
the Accounting Principles Board are “expected to be regarded 
as authoritative written expressions of generally accepted ac­
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counting principles,” in the words of the Board’s Charter, but 
there is at present no means of assuring either that they will be 
universally followed or that departures from them will be dis­
closed by independent auditors.
In April 1963, the Accounting Principles Board considered a 
proposal similar to that which is the subject of this special report, 
but it was not adopted. In June 1963, the Board recommended 
to the Executive Committee, by a vote of eleven to eight:
(1) That members of the Institute, in reporting on financial 
statements, should be required to direct attention to any material 
variation between the accounting principles followed and prin­
ciples which the Board has approved, and (2) that the auditing 
standard of reporting cited above and Rule 2.02(e) of the Code 
of Professional Ethics, also cited above, be amended as may be 
required to provide that in addition to the obligation of members 
to report departures from generally accepted accounting principles 
they shall also be required to include a report as to departures 
from opinions of the Accounting Principles Board.
The Executive Committee rejected this recommendation on 
the ground that it would create a double standard. It would re­
quire members in some situations to report whether financial 
statements conformed (1) to generally accepted accounting prin­
ciples, and (2) to APB opinions. It thus would create a distinc­
tion between opinions of the Accounting Principles Board and 
generally accepted accounting principles. It would permit a mem­
ber to state in his opinion that the financial statements were 
presented in accordance with “generally accepted accounting 
principles,” though not in accordance with recommendations of 
the Accounting Principles Board.
As an alternative, the Executive Committee has adopted, by a 
vote of eight to three, the proposal which is the subject of this 
special report.
Specific Recommendations
The Executive Committee recommends that Rule 2.02(e) of 
the Code of Professional Ethics; the first standard of reporting 
(as approved by the membership of the Institute at the annual 
meeting of September 1948, and now incorporated in Chapter 2 
of Statements on Auditing Procedure No. 33, “Auditing Standards 
and Procedures”); and Article VIII of the By-Laws be amended, 
as set forth herein.
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The Executive Committee also recommends that the Council 
adopt the following resolutions to indicate its present intention 
concerning the substance of amendments to the Charter Rules 
of the Accounting Principles Board to be approved after the 
amendments to the Code and first standard of reporting have 
been adopted by the Institute, and also concerning the proce­
dure the Council proposes to follow in reacting to pronounce­
ments of the Accounting Principles Board which are intended to 
be embraced by the amended Rule and standard. Although the 
Council will be free to change the Charter Rules and its own 
procedure in the light of experience, it is desirable to inform the 
members how the Council intends to implement the proposal 
at the outset.
Proposed Resolution Concerning Major Amendments to 
Charter of Accounting Principles Board
The Executive Committee recommends that the Council adopt 
the following resolution:
resolved, that it is the present intention of the Council to 
make, in substance, the following major amendments to the Char­
ter Rules of the Accounting Principles Board after the adoption by 
the membership of proposed amendments to the Code of Profes­
sional Ethics, the first standard of reporting and the By-Laws, 
which are set forth in the Special Report of Executive Committee 
to Council, dated March 14, 1964:
1. The Board shall have the authority and the duty to issue 
pronouncements on accounting principles. It may designate such 
pronouncements as pronouncements on matters of accounting prin­
ciple within the meaning of Rule 2.02(e) of the Code of Profes­
sional Ethics and the first standard of reporting as approved by 
the membership of the Institute at the annual meeting of Septem­
ber 1948, and now incorporated in Chapter 2 of Statements on 
Auditing Procedure No. 33, “Auditing Standards and Procedures.” 
It may also issue opinions not intended to be embraced by the said 
Rule and standard which it shall characterize by the term “advisory 
opinions,” or some other term clearly differentiating such opinions 
from pronouncements intended to be so embraced. It may not, 
however, issue any opinions interpreting pronouncements so em­
braced by such Rule and standard, except in the form of amend­
ments to such pronouncements, which amendments shall also be 
designated as embraced by such Rule and standard.
2. Unless otherwise ordered by the Council:
a. A pronouncement of the Board which is designated by 
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it as a pronouncement on a matter of accounting principle with­
in the meaning of such Rule and standard shall become effective 
eighteen months subsequent to its issuance unless amended or 
rescinded earlier by the Board. A pronouncement so amended 
shall become effective eighteen months after the issuance of 
the amendment.
b. The Board may rescind or amend any pronouncement of 
the Board which has become effective. Any such amendment 
shall be considered a new pronouncement, effective eighteen 
months subsequent to its issuance.
3. During the interval between the issue date of any pro­
nouncement and the date it becomes embraced by such Rule and 
standard, members and associates of the Institute may, but shall 
not be required to, treat the pronouncement as having the status 
of a generally accepted accounting principle.
4. Each pronouncement designated as a pronouncement to be 
embraced by such Rule and standard shall clearly state its status.
5. At every regular meeting of the Council the Board shall 
make a report listing and describing every pronouncement so 
designated by it which has a future effective date, and make such 
recommendations, if any, as it deems appropriate for Council 
action.
Proposed Procedure to Be Followed by the Council in Dealing 
With Pronouncements of the Accounting Principles Board
The Executive Committee recommends that the Council adopt 
the following resolution:
resolved, that, as a matter of procedure, it is the present 
intention of the Council to deal in the following manner with 
pronouncements of the Accounting Principles Board which are 
the subject of the Special Report of Executive Committee to 
Council, dated March 14, 1964:
In regard to each such pronouncement of the Accounting Prin­
ciples Board, the Council may:
a. Acquiesce without affirmative action;
or by majority vote
b. Change the effective date of such pronouncement to a 
date earlier or later than eighteen months after its date of 
issuance; or
c. Send the pronouncement back to the Board for further 
consideration, at the same time eliminating the effective date; or
d. Rescind the pronouncement.
The Executive Committee, as an arm of Council, may make 
recommendations for action on any pronouncement. Motions for
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Council action on any pronouncement may also be made from 
the floor by any member of Council.
Proposed Amendments to the Code of Professional Ethics, 
Rule 2.02(e) and to the First Standard of Reporting
The Executive Committee recommends that Council adopt 
the following resolution:
resolved, that the Council approves and recommends to the 
membership of the Institute the following amendments to the 
Code of Professional Ethics and to the first standard of reporting, 
and directs that, when the said amendment to the Code of Pro­
fessional Ethics is submitted to the membership for a vote by mail 
in accordance with the By-Laws, the president shall submit the 
said amendment to the first standard of reporting to the entire 
membership of the Institute for a vote by mail.
Amendment to Rule 2.02(e)
In expressing an opinion on representations in financial state­
ments which he has examined, a member or associate may be 
held guilty of an act discreditable to the profession if . . . (e) he 
fails to direct attention to any material departure from generally 
accepted accounting principles or to disclose any material omis­
sion of generally accepted auditing procedures applicable in the 
circumstances. A pronouncement of the Accounting Principles 
Board designated by it as embraced by this Rule shall be consid­
ered as constituting the only generally accepted accounting prin­
ciple or principles in the subject area covered for purposes of 
expressing an opinion on financial statements from the time it 
becomes effective, unless and until such pronouncement is re­
scinded by the Board or the Council.
However, neither this Rule nor the first standard of reporting 
as approved by the membership of the Institute at the annual 
meeting of September 1948, and now incorporated in Chapter 2 
of Statements on Auditing Procedure No. 33, “Auditing Standards 
and Procedures,” shall be interpreted as (i) requiring an auditor 
to express an opinion contrary to his own professional judgment 
that financial statements, which conform to any pronouncement of 
the Board, fairly present financial position or results of opera­
tions; or (ii) forbidding an auditor from expressing an opinion 
that financial statements, materially departing from any pro­
nouncement of the Board, fairly present financial position or 
results of operations, provided that the auditor’s report discloses 
such departure, with respect to a pronouncement of the Board 
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embraced by this Rule or said standard, and states that, with 
respect to such departure, the financial statements do not con­
form to generally accepted accounting principles; or (iii) forbid­
ding an auditor from expressing an opinion that financial state­
ments, materially departing from any pronouncement of the 
Board, conform to generally accepted accounting principles, 
within the meaning of the term “generally accepted” as used in 
a statute, ordinance, governmental regulation, order, ruling or 
opinion, or a contract between the audited organization and a 
third party, provided that the auditor’s report discloses such de­
parture with respect to a pronouncement of the Board embraced 
by this Rule or said standard, and explains the meaning of “gen­
erally accepted” in such context as he assumes or as to which he 
is advised by competent authority.
Amendment to First Standard of Reporting, Approved by the 
Membership in September 1948, and Now Incorporated in 
Chapter 2 of Statements on Auditing Procedure No. 33
The report shall state whether the financial statements are pre­
sented in accordance with generally accepted principles of ac­
counting. A pronouncement of the Accounting Principles Board 
designated by it as embraced by this standard shall be considered 
as constituting the only generally accepted principle or principles 
of accounting in the subject area covered for purposes of express­
ing an opinion on financial statements from the time it becomes 
effective, unless and until such pronouncement is rescinded by 
the Board or the Council.
Proposed Amendment to Article VIII of the By-Laws
On advice of counsel, the Executive Committee also recom­
mends the following amendment to Article VIII of the By-Laws, 
in order to establish the position and authority of the Accounting 
Principles Board:
Section 4. The Council shall establish an Accounting Principles 
Board, which shall be the sole body within the Institute having 
authority to issue pronouncements embraced by Rule 2.02(e) of 
the Code of Professional Ethics and by the first standard of re­
porting as approved by the membership of the Institute, and 
shall have such other powers concerning matters related to ac­
counting principles as shall be delegated to it by the Council. 
The Council shall determine the powers of the Board, the number 
of its members, and the terms of office of such members, all of 
whom shall be elected by the Council. The Council may confer 
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upon the Board the power to adopt rules governing the Board’s 
procedures. The Council may rescind any action of the Board.
If the recommendations in this special report are approved by 
the Council and the membership of the Institute, the Executive 
Committee will present to Council a number of amendments to 
the Rules of the Accounting Principles Board which will be 
necessary, in addition to the amendments already mentioned, to 
make the Rules consistent with the new procedures.
Arguments which have been raised in favor of and against 
the new proposal, the latter with suggestions as to an alternative 
approach, are presented in Appendix A, which forms an integral 
part of this special report.
An opinion of legal counsel on the proposal is appended here­
to as Appendix B.
The recommendations presented in this special report will be 
on the agenda of the meeting of Council at Boca Raton, Florida, 
May 4-7, 1964.
For the Executive Committee
Clifford V. Heimbucher, President





Arguments for and Against the Proposal
APPENDIX A
Arguments in Favor of the Proposal
1. The Proposal Is a Logical Extension of Present Standards
The proposal constitutes an important change in present policy, but it 
is a change which flows logically from the Institute’s continuing efforts to 
define professional standards and clarify the responsibilities of independent 
auditors. Heretofore, the authority of APB pronouncements has rested on 
“general acceptability,” a term which has not been defined with precision, 
and perhaps cannot be. Persuasion and education have been relied on to 
make the pronouncements effective. The present proposal would add a 
new requirement of disclosure of deviations from standards which the pro­
fession itself, through the APB and with the acquiescence of the Institute’s 
Council, has announced that it deems preferable.
The proposal would not compel anyone to follow an accounting prin­
ciple enunciated by the Institute. It would only compel members to direct 
attention to departures from such principles, thus providing a point of 
reference, which would enable readers of financial statements to appraise 
the significance of departures from the norm.
“General acceptability,” without definition, has been difficult to interpret. 
The proposal would, in effect, define it as “general acceptability to the 
profession itself,” for purposes of expressing professional opinions. The 
procedures should provide assurance that no pronouncement unacceptable 
to a large number of members of the Institute would be permitted by 
Council to become effective.
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Arguments Against the Proposal 
in Its Present Form
1. Clearly Defining the Issues
The changes involved in the proposal center on (1) methods of apprais­
ing and reaching conclusions as to the acceptability of APB pronouncements 
and of alternative procedures, and (2) what is said in the CPA’s opinion 
about those APB pronouncements which have not achieved general accept­
ance. It is important to observe that nothing in the proposal would relieve 
the CPA of his professional responsibility to appraise for acceptability 
(or lack of acceptability) client accounting practices, whether they are 
approved or disapproved by the APB.
The real question is — at what point should an APB pronouncement be 
determined to have such standing that a member is compelled against his 
judgment to include reference to it in his opinion? The proposal says that 
this is after a fixed period of eighteen months unless Council should inter­
vene. A question as serious as this would seem to call for positive action — 
not mere acquiescence by Council.
A Sounder Alternative Approach
If the profession decides that it is essential to create a mechanism for 
appraising and reaching a consensus as to the extent of acceptance of APB 
pronouncements, a far sounder approach would be to make a clear division 
of (1) the responsibility for reaching technical conclusions on accounting 
principles and practices, and enunciating them (assigned to the APB), 
and (2) the responsibility for appraising the extent of acceptance of the 
pronouncements (assigned to Council). This approach would require no 
change in the APB Charter. The APB would continue under the wise and 
not inconsiderable discipline of knowing that its opinions must be per­
suasive to be successful. It would separate from the APB the judgment of 
the acceptance or acceptability of its own conclusions, something about 
which APB members could not be expected to be objective.
Under this alternative approach, Council would be empowered to ap­
praise the extent of acceptance of an APB pronouncement and, if such is 
its conclusion, make an affirmative determination thereof. This would be 
done after a suitable period of experience in practice with the pronounce­
ment, say, a year or eighteen months. A two-thirds vote of Council that a 
pronouncement has sufficient acceptance to be the only generally accepted 
accounting principle in the subject area for purposes of member reporting 
should be provided to guard against serious professional mistakes yet, at 
the same time, provide for adoption of virtually all pronouncements (based 
upon experience with Accounting Research Bulletins).
In a matter of such importance to the profession, Council’s responsibility 
should be put on an affirmative — not a negative — basis.
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Arguments in Favor of the Proposal
2. Why the Proposal Is Necessary
If the position of the independent auditor is to make sense to the public, 
it seems necessary to demonstrate that at some point in time the pro­
fession itself will define the only accounting principles which can be re­
garded as generally accepted for purposes of expression of opinions by 
independent auditors on financial statements. As it is now, while most of 
the Institute’s pronouncements on accounting principles are voluntarily 
followed, there is always the possibility that other principles having sub­
stantial support in the practices of business corporations may be approved 
by independent auditors as equally acceptable. No matter how rarely such 
departures may actually occur, the doubt remains in the public’s mind 
whether, as one banker put it, the accounting profession’s position is that 
“the customer is always right.”
3. The Fear of “Uniformity”
There is nothing in the present proposal which would have any bearing 
on the controversy over uniformity of accounting principles. The proposed 
rule will not require the APB to prescribe only “one right way” for the 
treatment of every transaction in any circumstances. The APB in the 
future, as its predecessors in the past, will undoubtedly recognize the 
acceptability of alternative treatments in various circumstances. If the 
Board should take positions too rigid to be acceptable to the profession, 
the Council will have an opportunity to modify them before they become 
effective.
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Arguments Against the Proposal in Its Present Form
2. Most of the Arguments that the Proposal Is Necessary Are Beside the 
Point
Institute committees have been defining “accounting principles” for 
twenty-five years, and virtually all of those endorsed have become the only 
ones. If it is “necessary to demonstrate,” or if “doubt remains in the public 
mind,” what is needed is an effective educational program. The ammunition 
for that — namely, the record — has been in hand for years.
It must be remembered that from a practical point of view all that is 
under consideration is the commencement date for reference in members’ 
opinions to those few (hopefully) APB pronouncements which are not a 
wise synthesis of substantial authorities and of accounting thought and, 
therefore, have not achieved general acceptance.
3. Curbing Regulatory Tendencies
It is not enough for the Council to have the opportunity to modify APB 
pronouncements before they become effective. To supply the necessary 
checks and balances missing in the present proposal, it should be amended 
to place on Council the responsibility of affirmatively deciding by a two- 
thirds vote on acceptance of an APB pronouncement.
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Arguments in Favor of the Proposal
4. Accounting Principles in the Public Domain
While the phrase “generally accepted accounting principles” was invent­
ed by the accounting profession, it has to an extent entered the public 
domain through inclusion in laws, regulations and private contracts. The 
proposed rule contains a provision that in such cases the independent 
auditor may certify financial statements as in accordance with generally 
accepted accounting principles within the meaning of that term as it is 
used in the controlling legal provision, subject to appropriate explanation.
The most frequent use of the term “generally accepted accounting prin­
ciples,” however, is in the opinions of independent auditors. It serves as the 
criteria against which auditors evaluate the fairness of presentation of 
financial statements. When the professional organization representing in­
dependent auditors decides which principle or principles it deems best in 
various circumstances, it should not be permissible for a member of the 
organization to ignore this decision on the ground that alternative prin­
ciples have substantial support in the practices of corporations or the tech­
nical literature, or the views of other authorities.
Otherwise the accounting profession may appear to be dividing with 
outsiders the responsibility for setting standards governing opinions of in­
dependent auditors on financial representations.
20
Arguments Against the Proposal in Its Present Form
4. The Institute Does Not Own the Term “Generally Accepted Accounting 
Principles”
The term “generally accepted accounting principles” now rests upon a 
broad base — broader than the two hundred members of Council, much 
less the twenty-one members of the APB. It rests upon sound business 
practices and upon the opinions of practitioners and teachers, of the stock 
exchanges, of SEC and regulatory authorities, of the courts, etc. The phrase 
has been adopted by auditors in Canada and Mexico.
What is involved is the possible situation in which Council would allow 
to become “effective” an APB pronouncement which ruled out an account­
ing treatment which had substantial authoritative support in this broader 
base. It must be assumed that this could happen because, otherwise, the 
present system takes care of all contingencies and the proposal is not needed. 
When it does happen, the certifying CPA will have no alternative but to 
point out that the offending accounting treatment is not a “generally ac­
cepted accounting principle” to the APB, but is acceptable to other sub­
stantial authority and to the CPA. For reporting under contracts, inden­
tures, profit plans, etc., again a double meaning of the term “generally 
accepted accounting principles” may be involved.
Such a situation might be comprehensible to the expert accountant, but 
it would confuse users of financial statements to the point where the CPA’s 
opinion might lose its value.
The proposal made earlier that Council affirmatively determines by two- 
thirds vote that APB pronouncements had such standing as to be consid­
ered the only generally accepted accounting principles in the subject area 
should minimize the risk of a disastrous experience for the profession.
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Arguments in Favor of the Proposal
5. Clarification of Members’ Responsibilities
Members of the Institute are entitled to clarification of their responsi­
bilities under the Code of Ethics. There are about 12,500 separate account­
ing firms represented in the membership, serving enterprises of all types 
and sizes, whose financial statements are relied on by prospective investors, 
stockholders, credit grantors, government agencies, and other interested 
groups. The Code of Ethics requires members in expressing opinions on 
financial statements to direct attention to any material departure from 
generally accepted accounting principles. At present the diversity of sources 
of authority which may justify a presumption of general acceptance can 
make it difficult for a member to determine in some cases whether he may 
be in violation of the Code of Ethics or not. When the APB has spoken, 
a member knows, of course, that he is safe in relying on its opinions. But 
he does not know what alternative principles may be approved by other 
members, and whether they would be justifiable if followed by him.
To the extent that his national professional organization, through its 
duly authorized spokesman, the Accounting Principles Board, has issued 
pronouncements on accounting principles which have been acquiesced 
by the Council, a member should be able to rely on those pronouncements 
as constituting the only “generally accepted accounting principles,” within 
the meaning of the Code, both for himself and for his colleagues.
6. Clarifying the Independent Auditor’s Position
Increasing public interest in corporate financial reports, and the account­
ing principles underlying them, makes it desirable to minimize the possi­
bility of misunderstanding of the independent auditor's position. While 
departures from Institute pronouncements have in fact been comparatively 
rare, the absence of any requirement that they be disclosed may encourage 
an impression that such departures are frequent.
The public should be assured that the organized accounting profession 
has assumed the responsibility of establishing objective criteria against 
which the fairness of financial statements will be judged by independent 
auditors, and that departures from such criteria will be disclosed so that 
explanation or justification may be required by any interested party, in­
cluding the Institute itself.
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Arguments Against the Proposal in Its Present Form
5. Rather than “Clarifying” Members’ Responsibilities, the Proposal Will 
Create a Dilemma for Them
A member right now can follow an APB pronouncement from its issuance 
and know that he runs no risk of violating the Code of Ethics. This needs 
no further clarification.
The members’ problem is, rather, what to do about a client method 
which does not have APB approval but does have other substantial authori­
tative support. This is a matter of professional judgment. No one, including 
the APB and the Council, can relieve the member of the legal consequences 
of his judgmental determination. More important than that, however, no 
professional man should wish his professional determinations to be made 
for him — for this shears him of his professional stature.
The point on “clarification of members’ responsibilities,” therefore, turns 
into an internal self-serving objective, namely, bolstering those APB pro­
nouncements which have not achieved general acceptance on their own 
merits. To repeat, the member cannot be relieved by any one of his re­
sponsibility for exercising professional judgment as to the general accept­
ance, and acceptability to him, of accounting methods not endorsed by the 
APB. If exercising professional judgment has been considered a dilemma 
up to now, the dilemma will continue, even if the proposal is adopted, 
with respect to any APB method which does not adequately embrace all 
substantial authority in the subject area involved.
6. The Independent Auditors Position Is Not Clarified by the Proposal
The affirmative’s statement deals only with public relations phrases, such 
as: “minimize the possibility of misunderstanding,” “encourage an impres­
sion,” and “the public should be assured.” All the materials which the 
Institute needs to educate and to correct false impressions, it now has. 
The proposal would add no other.
All that the proposal involves is the timing and procedure for requiring 
members to refer in their opinions to APB pronouncements which do not 
enjoy general acceptance. If this should ever come about on a scale at all 
appreciable, the confusion among the “public” would be far worse than 
any misunderstanding which now exists.
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Arguments in Favor of the Proposal
7. Relations with SEC
It must be assumed that in the future, as in the past, the APB will co­
operate closely with the SEC in the development of pronouncements on 
accounting principles. In the past thirty years there have been only two 
or three instances in which the Institute and the Commission have been 
unable to reconcile their views on specific principles. Based largely on 
Institute pronouncements, the Commission has built up a body of account­
ing principles to which it now requires registrants to adhere. It seems 
clear that the Commission expects this process to continue.
The present proposal to require members to direct attention to de­
partures from effective pronouncements of the APB would add authority 
to APB pronouncements. This should have no adverse effect on the SEC’s, 
present policy of relying on the profession to improve reporting practices.
The SEC approves the objective of narrowing the areas of difference 
and inconsistency in financial reporting. If progress toward this goal is to 
be made with reasonable speed, it seems essential that some group be 
empowered to make decisions, deviations from which must be clearly indi­
cated. The Institute is at present the only body outside the government 
which is in a position to do so.
8. Professional Judgment
The proposal is in effect a disclosure requirement. It does not circum­
scribe a member’s professional judgment. In fact, the proposed rule pro­
vides that a member is not required to express the opinion that financial 
statements are fairly presented merely because they conform in all respects 
with APB pronouncements, if, in his judgment in the circumstances of a 
given case, they are nevertheless misleading. Nor would the rule prevent 
a member from expressing an opinion that the statements were fairly pre­
sented even if they involved a departure from an effective pronouncement 
of the APB. He would be required only to direct attention in his report 
to the fact that the item in question was not presented in accordance with 
generally accepted accounting principles.
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Arguments Against the Proposal in Its Present Form
7. Relations with SEC
Whether the APB will “co-operate closely” with the SEC in the future 
will be up to the APB. It did not do so in determining the accounting for 
the investment tax credit.
Two SEC policies are pertinent here: first, accepting the accounting 
method of the registrant if such method has substantial authoritative sup­
port; and, where not inconsistent with the first policy, supporting the 
certifying auditor and Institute pronouncements by requiring the registrant 
to revise financial statements (if feasible) to remove a qualification in the 
auditor’s opinion.
To the extent that an APB pronouncement attempted to outlaw a method 
which had substantial authoritative support, and to the extent that the 
proposal would require CPAs to take exception to generally accepted ac­
counting principles because of use of the outlawed method, the dilemma 
in which the Institute would put the SEC is obvious. If Institute and SEC 
policies on what are “generally accepted accounting principles” are not 
harmonious, therefore, the Institute sets itself on a collision course with an 
agency administering a Federal law. Such a course is fraught with danger.
A requirement that the Council affirmatively vote by a two-thirds margin 
to make a pronouncement “effective” would minimize a danger such as 
this, yet at the same time easily accommodate all pronouncements which 
earn wide acceptance. In the final analysis, however, it is the degree of 
wisdom with which the APB acts which will determine progress, avoid 
trouble, or create it.
8. Professional Judgment Should Not Be Restrained
The statement of the affirmative is correct. If an APB pronouncement 
which has not earned general acceptance is required to be referred to in a 
member’s opinion, it is the standing of the APB and its pronouncement 
which is at stake, not the member’s professional judgment.
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Arguments in Favor of the Proposal
9. Management’s Prerogatives
It is recognized that management has primary responsibility for its own 
financial representations, and has the right to choose the methods of ac­
counting which it deems most appropriate to its own needs. But inde­
pendent auditors have a separate responsibility for their own opinions on 
the fairness of financial statements. Neither management nor the accounting 
profession would benefit from public misunderstanding that auditors re­
garded whatever accounting principles management adopted as “generally 
accepted” for purposes of financial reports to third parties. Emphasis on 
the profession’s pronouncements on accounting principles, by requiring 
disclosure in auditor’s opinions of departures therefrom, should minimize 
such misunderstanding and thus be helpful both to management and 
auditors.
Management will have ample opportunity to express its views through 
the Board’s expanded exposure processes on proposed pronouncements be­
fore they are issued by the APB.
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Arguments Against the Proposal in Its Present Form
9. Management’s Prerogatives
It is agreed that the proposal has no bearing on the responsibilities and 
authorities of directors and management.
A qualification in an auditor’s opinion which is not soundly based harms 
the company, confuses the reader of financial statements and weakens the 
value of auditor’s opinions in general. To the extent that the Institute can 
avoid such mistakes by adoption of procedures, it should do so. A two- 
thirds vote by Council to make pronouncements “effective” as alternatively 
proposed, should be a reasonable safeguard.
Management had ample opportunity to express its views on the draft 
pronouncement on the investment tax credit. It did express its views ex­
tensively. They had little effect.
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Arguments in Favor of the Proposal
10. Timing
The present proposal is the outgrowth of discussions which have been 
taking place for thirty years.
If the Council approves the present proposal in May 1964, one year 
after it was originally suggested, it will have to be discussed, under the 
requirements of the Institute’s By-Laws, at the annual meeting of the 
Institute in October 1964. Thereafter, it will have to be submitted to all 
members of the Institute for vote by mail ballot. It will not become effec­
tive until at least one-third of all the members vote by mail ballot, and 
two-thirds of those voting cast their votes in the affirmative. There has 
already been a good deal of discussion of the matter within the profession, 
and as soon as the proposal is made public, there will be opportunity for 
discussion among others interested.
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Arguments Against the Proposal in Its Present Form
10. The Hasty Action
The present proposal is a renewal of the idea that Institute accounting 
pronouncements should attain authority through compulsion rather than 
persuasion, a proposition which has been debated and rejected for thirty 
years. It comes up again (only five years after being considered and re­
jected when the APB Charter was written) because of APB Opinion No. 2 
on the investment tax credit. The APB made the mistake in that opinion 
of attempting to outlaw an accounting treatment which had substantial 
authoritative support, in which respect the Opinion was not followed. This 
raised the question of whether Institute members should not be compelled 
to follow APB opinions. From then on, ideas came fast.
First, a proposal like the present one was considered by the Accounting 
Principles Board in May 1963 and then dropped. An alternative proposal 
was adopted by the APB by the narrow margin of eleven to eight in July 
1963, and referred to the Executive Committee. In September 1963, the 
Executive Committee rejected the alternative and adopted the approach 
which the APB had first considered and discarded. In February 1964, the 
current Executive Committee altered that version to arrive at the proposal 
in its present form.
The proposal does not alter the responsibilities and authorities of direc­
tors and management to choose the methods of accounting appropriate in 
the circumstances. The proposal does not relieve a member of his responsi­
bility to exercise his own professional judgment as to general acceptance, 
and acceptability to him, of the accounting methods adopted by his client. 
For those members who lack the facilities to make their own evaluations 
of the general acceptance of alternative procedures in subject areas dealt 
with by the APB, the proposal would provide advisory guidance as to the 
extent of such acceptance.
However, even this objective could be attained without resort to radical 
changes in the Institute’s By-Laws, ethics rules, APB Charter, etc., and 
without the attempt at compulsion which has the appearance of detracting 
from a member’s professional status. All that would be needed for the 
purpose would be for Council to adopt a policy of expressing advisory 
opinions to the membership to the effect that particular APB opinions have 
gained general acceptance. Once Council had expressed such an advisory 
opinion, a member would bear an even heavier burden of justifying material 
departures from the APB opinion concerned.
This is a serious matter which is being brought before the profession. 
Mistakes are not allowable. Certainly, the profession should not compound 
APB’s little mistake on the investment tax credit by making a colossal one! 
Four changes of course in nine months, each change coming after weak­
nesses in the previous proposal had been exposed, suggests that the sound­
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Mr. John L. Carey 
Executive Director 
American Institute of Certified
Public Accountants
666 Fifth Avenue
New York 19, New York
Dear Mr. Carey:
We have reviewed the proposals set forth in the “Special 
Report of Executive Committee to Council — Status of Pro­
nouncements of Accounting Principles Board,” dated March 
14, 1964. We have also examined earlier drafts of the same 
document dated December 16, 1963, January 6, 1964, and Feb­
ruary 10, 1964, and have suggested a number of changes, the 
substance of which has been incorporated in the Special Report. 
We have considered the following questions, in regard to the 
Special Report dated March 14, 1964:
1. Whether the language of the proposed amendments to 
Rule 2.02(e) of the Code of Professional Ethics and to the text 
of the first standard of reporting is adequate to give effect to 
the substance of the proposal.
2. Whether the language of the proposed amendments to the 
Rule and standard may have unintended applications.
3. Whether the Rule and standard, as amended, are enforce­
able against members in disciplinary proceedings.
4. Whether the amendments create any substantial risk of 
liability of the Institute, members of the Board and of the Coun­
cil, and of auditors to the audited company or to third parties.
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1. Whether the language of the proposed amendments to the 
Rule and standard gives effect to the substance of the proposal.
The amendments as suggested by the Special Report consti­
tute, in substance, a disclosure requirement. Rule 2.02(e), as 
amended, requires that the auditor’s report disclose material de­
partures from pronouncements of the Accounting Principles 
Board designated as embraced by the Rule. The first standard of 
reporting, as amended, requires the auditor to state in his re­
port that financial statements materially departing from such 
designated pronouncements of the Accounting Principles Board 
do not, with respect to such departure, conform to generally 
accepted principles of accounting.
In our opinion, the language of the proposed amendments to 
the Rule and standard is adequate to give effect to the sub­
stance of the proposal.
In accordance with our suggestions in regard to earlier drafts, 
such amendments have been precisely drafted so as to make 
clear that pronouncements of the Board will be embraced by 
the amended Rule and standard if, and only if, the Board spe­
cifically designates such pronouncements as to be so embraced.
We note that, as is stated in the Special Report, the Rule and 
standard, as amended, will not cover the three opinions which 
the Board has issued thus far or the Accounting Research Bulle­
tins of the old Committee on Accounting Procedure. However, 
nothing in the amendments prevents the Board from reissuing 
its three opinions or Accounting Research Bulletins, with appro­
priate changes in language, as pronouncements embraced by the 
amended Rule and standard.
2. Whether the language of the proposed amendments to the 
Rule and standard may have unintended applications.
At our suggestion a qualifying sentence has been added to the 
amended Rule so as to exclude three unintended interpretations 
which might otherwise result from the broad language in the 
amendments that the principle approved by the Board in such 
a designated pronouncement shall be considered as constituting 
the only generally accepted accounting principle in the subject 
area covered “for purposes of expressing an opinion on financial 
statements.”
As to financial statements which conform to pronouncements 
of the Board, the qualifying sentence makes it clear that the 
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auditor is not required to give a favorable opinion on fairness of 
presentation, contrary to his professional judgment.
As to statements which materially depart from a pronounce­
ment of the Board embraced by the Rule and standard, the 
qualifying sentence makes it clear that the auditor may never­
theless give an unqualified favorable opinion as to fairness of 
presentation provided that he discloses such departure and makes 
an appropriate statement in regard to nonconformity with gen­
erally accepted accounting principles.
Finally, the qualifying sentence makes it clear that the Rule 
and standard are not intended to change the meaning of the 
term “generally accepted accounting principles” as it may appear 
in a statute, ordinance, governmental regulation, order, ruling or 
opinion, or a contract between the audited organization and a 
third party. As to this aspect, the qualifying sentence permits 
the auditor to exercise unfettered judgment as to whether ac­
counting principles followed in financial statements are “generally 
accepted” within the meaning of such words in such context, 
provided that he discloses any material departure from Board 
pronouncements embraced by the Rule and standard and clearly 
explains what “generally accepted” is thought to mean in the 
context of the statute, ordinance, governmental regulation, order, 
or contract between the audited organization 
and a third party.
3. Whether the Rule and standard, as amended, are enforceable 
against members in disciplinary proceedings.
In our opinion the amendments are enforceable in a disci­
plinary proceeding against a member, provided that certain steps, 
contemplated in the Special Report, have been taken or will be 
taken.
We assume that the amendments will be approved by the 
Council and the members of the Institute, in accordance with the 
By-Laws.
In this connection we assume, as is contemplated by the pro­
posed resolutions for the Council in the Special Report, that the 
amendment to the Code of Professional Ethics will be adopted 
in accordance with the requirements of Article XV of the By- 
Laws, and that the proposed amendment to the first standard 
of reporting will be adopted in accordance with the procedures 
set forth in Section 4 of Article XIV.
ruling or opinion,
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We also assume that a new By-Law provision authorizing the 
Council to establish the Accounting Principles Board which is 
proposed in the Special Report as a new Section 4 for Article 
VIII of the By-Laws, will be adopted in accordance with the 
requirements of Article XV of the By-Laws.
In the past the authority of the Board’s pronouncements has 
depended upon their general acceptability. Because the Board’s 
pronouncements lacked authority in and of themselves, there 
was no substantial reason to make any reference to the Board 
in the By-Laws. However, in view of the nature of the proposed 
amendments to the Rule and standard, it is desirable to provide 
in the By-Laws for authority of the Council to establish the 
Board so as to foreclose any argument that the Council lacks 
authority to create the Board or confer authority upon it.
We assume that, after the adoption of the amendments to the 
Rule, standard and By-Laws by the membership, the Charter 
Rules and Board Rules of the Accounting Principles Board will 
be approved with the substance of the changes suggested in 
the Special Report and certain other changes discussed herein. 
Approval of the Charter Rules would be by the Council, and 
approval of the Board Rules would be by the Board.
In addition to the amendments to the Charter Rules outlined 
in the Special Report, it is important that the Charter Rules be 
changed so as to delete any references to the Board’s operating 
only by persuasion rather than by compulsion. It is also im­
portant to eliminate any implication that the Board must find as 
a fact that any principle it proposes has become generally ac­
cepted as a prerequisite to either issuing a pronouncement ap­
proving such principle or designating a pronouncement as one- 
embraced by the Rule and standard. In addition to these major 
changes, a number of minor changes should be made in the 
Charter Rules and Board Rules in the interest of clarity and in 
order to make them consistent with the purpose of the basic 
proposal.
It should be noted from the Special Report that it is contem­
plated that the Charter Rules will be amended so as to afford 
the Council an opportunity to rescind any pronouncement of 
the Board proposed to be embraced by the Rule and standard 
before it becomes so embraced. This will be helpful in sustaining 
the validity of the amendments to the Rule and standard.
We have been asked how our opinion would be affected if it 
were provided that no pronouncement of the Board could be­
come embraced by the Rule and standard until the Council had 
taken positive action to approve it. Without expressing any views 
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as to the nonlegal aspects of the comparative desirability of such 
procedure in relation to that proposed by the Special Report, we 
are of the opinion that legally, from the point of view of sustain­
ing disciplinary action or in defending the Institute, the Board, 
the Council or members in litigation, it makes no difference, in 
substance, whether a pronouncement becomes embraced by the 
Rule and standard through the affirmative action of the Council 
or as a result of the inaction of the Council.
We assume that pronouncements of the Board intended to be 
embraced by the Rule and standard will be sent to all members 
of the Institute, and that such pronouncements will continue to 
be readily available.
Our favorable opinion as to the enforceability of the amend­
ments is based, in brief, on the following. The old and rather 
rudimentary District of Columbia Corporation Law under which 
the Institute is organized, Section 29-601 through 29-606 of the 
District of Columbia Code (1961 Edition), contains no obstacle 
to the proposed amendments. The certificate of incorporation of 
the Institute states that among the particular business and ob­
jects of the Institute are “to promote and maintain high profes­
sional and moral standards . . . [and] to advance the science of 
accountancy. . . ” The objects of the Institute, as set forth in 
Article I of the By-Laws, include “to promote and maintain high 
professional and moral standards within the accountancy pro­
fession.”
A professional association has great latitude in achieving its 
legitimate objects through the disciplining of members so long 
as it acts in accordance with its own rules and the law of the 
land. See Smith v. Kern County Medical Ass’n, 19 Cal.2d 263, 
120 P.2d 874 (1942). Bryant v. The D. C. Dental Society, 26 
App.D.C. 461 (1906), the only reported District of Columbia 
case involving this power of a professional society, approved an 
expulsion predicated on the alleged violation of a rule prohibit­
ing unprofessional conduct, a rule far more vague than the pro­
posed amendments. See also Annotation, suspension or expulsion 
from professional association and the remedies therefor, 20 
A.L.R.2d 531 (1951).
4. Whether the amendments create any substantial risk of lia­
bility of the Institute, members of the Board and of the Council, 
and of auditors to the audited company or to third parties.
We express no opinion as to the present risk of liability on the 
part of the auditor which may be inherent in the current practice 
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of certifying, as conforming to generally accepted accounting 
principles, statements following principles having substantial 
authoritative support but very limited acceptance.
However, in our opinion, the amendments proposed in the 
Special Report create no substantial additional risks of liability 
to audited companies or to third parties for auditors, members 
of the Board and the Council, or the Institute.
The amendments do not change the responsibility of the audi­
tor to his client or to third parties. We understand that auditors 
generally adhere to Board opinions and Accounting Research 
Bulletins in the absence of compulsion. The fact that their obedi­
ence may be backed up by the threat of Institute discipline if 
they failed to obey would not, in our opinion, expose them to 
liability to the audited company or third parties. We assume the 
Institute will emphasize to its members, by every available 
means, that the amendments do not determine the meaning of 
the term “generally accepted” in a statute, ordinance, govern­
mental regulation, order, ruling or opinion, or a contract between 
the audited company and a third party. We also assume the 
Institute will similarly advise its members that the amendments 
do not relieve the auditor of his duty to exercise his professional 
judgment concerning the application, in any particular instance, 
of an accounting principle approved by the Board. If a third 
party suing an auditor should establish that the use of an ac­
counting principle was misleading in a particular instance, it 
would not necessarily excuse the auditor to show that the ac­
counting principle was approved by the Board.
In expressing our opinion that the amendments would not 
create a substantial risk of liability for members of the Board 
and the Council, or the Institute, we are not saying that the 
amendments would never result in litigation. Even with the lim­
ited application we understand is intended, it is inevitable that 
obedience to the amended Rule and standard will in some cir­
cumstances adversely affect audited companies, their investors 
and creditors, and those with whom they do business. Obedience 
to rules requiring disclosure of departures from Board opinions 
and qualification of statements as to conformity with generally 
accepted accounting principles could, of course, adversely affect 
the audited company. Also, if a third party takes action against 
the audited company because of such report (such as calling a 
demand loan), the relationships of other third parties with the 
audited company may be adversely affected.
A client might even argue that the auditor’s engagement re­
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quires him to give an unqualified opinion that the statements are 
in conformity with generally accepted accounting principles if 
the accounting principles involved clearly have substantial au­
thoritative support, for example, support by the SEC.
However, in our opinion, the amendments’ adverse effect upon 
business relationships would be justified because their purpose 
is so clearly related to the objects of the Institute to promote 
and maintain high professional standards and to advance the 
science of accountancy. Not surprisingly there has been little 
reported litigation with regard to situations at all similar to the 
ones we have considered. However, there is support for our 
opinion in the principles of tort liability for interference with 
contracts. See Caverno v. Fellows, 300 Mass. 258, 15 N.E.2d 
483 (1938) (supervisors of teacher who was dismissed from 
employment on basis of their reports are not liable for interfer­
ence with contract where their acts were dictated by their 
duties), and Porter v. King County Medical Society, 186 Wash. 
410, 58 P.2d 367 (1936) (where medical society induced breach 
of contract by a group of members with plaintiff such action 
was justified because done in effort to enforce a legitimate By- 
Law of society). With respect to the amendments’ adverse effect 
upon prospective advantageous business relationships, our posi­
tion is even clearer. Appalachian Power Co. v. American Institute 
of Certified Public Accountants, 177 F. Supp. 345 (S.D.N.Y. 
1959), aff’d, 268 F.2d 844 ( 2d Cir. 1959), cert. denied, 368 U.S. 
887 (1959), offers substantial support for this position with spe­
cific regard to the Institute’s objects or purposes.
Very truly yours, 
Fontaine C. Bradley
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